ABSTRACT
company currently used a cross-docking inventory management system in which shipments were received at the corporate office warehouse and immediately split into 17 parcels with one shipped to each of the 17 stores. The system relied on the "push" strategy to ship inventory to the stores. The amount shipped to different stores was not based on their level of sales or need, resulting in instances where the company had to move inventory from one store to another to meet demand. Peter estimated that the company could easily reduce each store's inventory by $200,000 by replacing the existing "push" inventory management system with a "pull" or auto-replenishment system. This would free up about $ 3.5 million, which could be used to finance the proposed expansion strategy. As Peter thought about this option he realized that the use of an auto-replenishment system would require DHI to monitor and track the exact movement of its inventory in each of the 17 stores. Peter realized that given the current fifteen-year-old Point of Sale (POS) system, this would be difficult to achieve. The best the company could do with the present system was to track inventory for a week prior. A new POS system would cost about $1 million including equipment, communications, staff, training and installation. Another related issue to the expansion project was the warehouse space available at the corporate headquarters. The existing facility was just large enough to cater to the inventory needs of the 17 stores. Under the current inventory management system, any increase in the number of stores would require expansion and/or reorganization of the physical storage facilities. However, given the new inventory management option that he was looking into and with reorganization of the existing space, Peter thought that he could easily service 30 stores from the existing facility. The cost of this reorganization for the auto-replenishment inventory system would be $500,000 and would include new shelving, new forklifts and additional staff.
As the day passed, Peter thought about the various options and tried to come up with a plan to present to the partners. He also thought of looking into comparative ratios (Exhibit 3) for other hardware companies to get some ideas as to his company's comparative standing and performance. He knew that the growth strategy was an absolute must if the partners were to realize their investment objectives. The question was where to begin. 
EXHIBIT

Synopsis:
The case addresses some of the issues involved in financial management in an entrepreneurial setting. The case develops the student's ability to compare financial statements and ratios and to distill critical information for decision-making. The case revolves around the decision faced by Peter Seitz, President of a hardware company, who has to evaluate various options and their pros and cons to finance the company's expansion over the next five years. In doing so, the case exposes the students to leverage, working capital management, financing issues and the use of lease financing.
Situation:
On Monday morning November 20, 2005 Peter Seitz, President of Dominion Hardware Inc. (DHI) headquartered in Windsor Ontario, was preparing for the meeting with his two partners planned for December 11, 2005. It had been two months since the trio had bought the company. The purpose of the meeting was to find ways of financing expansion of DHI over the next five years.
Intended Course and Audience:
The case can be used in an introductory finance, introductory accounting or an entrepreneurial finance course. The case can also be used an introductory case for executive training courses such as Finance for NonFinance Managers.
Immediate Issues:
1.
Develop a list of financing options for the partner's meeting. 2.
Evaluate the pros and cons for each of the options and prioritize them. 3.
Find ways to finance POS and the warehouse re-organization.
4.
Suggest a course of action.
Basic Issues:
1. Ratio Analysis and comparison 2.
Working Capital Management 3.
Inventory Management 4.
Financing issues 5. Leverage 6.
Prioritization of options 7.
Lease financing
Teaching Objectives:
1. Make students aware of the issues involved in financial management in an entrepreneurial setting. 2.
Develop student's ability to compare financial statements and ratios and use the comparison for decisionmaking.
3.
The importance of use of leverage and its limitations for restricting access to future debt financing. 4.
Identify the importance of inventory in working capital management. 5.
Stress the importance of fine-tuning operations to generate internal funds for future growth and investment. 6.
Provide students the opportunity to develop various options, evaluate pros and cons for each and suggest a course of action. 7.
Lease financing. 8.
Decision-making.
Teaching Plan:
The case can be used to introduce students to the case methodology at the same time introducing them to some basic financial analysis issues. The case can be delivered in a sixty or ninety minute class session. Students must have been exposed to basic financial and ratio analysis and be comfortable with calculating and comparing ratios. After a brief size up of the case, the discussion should move to the list of suggested student assignment questions (see below). This part of the session should focus on the various options available to Peter and the pros and cons associated with each option. Through discussion and Q&A, students should be encouraged to look at the various options and the impact each would have on the future financial profitability of the company. The discussion should highlight the impact one decision can have on the whole enterprise. Issues relating to the economy, market conditions and competition should also be brought to light through discussion and Q&A. The discussion should then proceed to identify other options that Peter could consider. The various other options and their pros and cons should be discussed. Finally, the students should be asked to prioritize the options and come up with a plan to present them at the partner's meeting. Data and other information needed to provide support for the most desirable option should be discussed. The case should wrap up with highlighting the application of financial analysis tools for management's decision-making.
Suggested student assignment:
1.
Given the critical issue of financing growth at DHI, how should Peter evaluate the various options he is considering? Discuss the pros and cons of each option. 2.
Apart from the options indicated in # 1, can you suggest other options for financing future growth at DHI? Provide details. 3.
Based on your answers to questions 1 and 2 how should Peter prioritize and present the options at the partner's meeting? What course of action should he suggest?
Responses to suggested student assignments:
Given the fact that finding funds for growth is critical for the partner's investment goals, the following options are available: a. Add another partner who may inject the funds needed for financing growth. b. Take the company public. c. Pull out money from the excess inventory and use the funds for financing growth.
i. Related to this issue is the fact that in order to pull out money from inventory the company will need to have a new POS system, which will cost $1 million. ii. Also related to this issue is the $500,000 that is needed to manage the new inventory system at the company's corporate warehouse.
Adding another partner seems to be the easiest way out. The issues concerning this option are the amount of money that the new partner will be investing in the business and the ownership stake that he/she would demand in return. The case mentions that the three partners are not willing to take on another partner because they do not want to dilute their ownership and as such their future return. The fact that they did not include another partner at the beginning of the deal also points in the direction that this option would be listed as one of the least desirable.
The issue of taking the company public is another one that Peter can look into. The basic idea behind taking a company public by entrepreneurs is to realize return on their investment and to finance the future growth of the firm. The case points out that the company in its existing form, with 17 stores, is not a very marketable product. They see the company as being an attractive product if it were to grow to a 30-store chain. Thus it will be difficult to get the investors excited about investing in the company right now. Peter may aim for the public floatation but he is likely not to get a warm response from investors. Also a public offer would entail the partners losing control of the company, which is critical for them at this point in time. This option is also seems not very desirable.
The third option is an interesting one but requires the investment of about $1.5 million to make it happen, money which, it seems, is just not available right now.
The student should start by having a look at the financial statements of the company and calculating some ratios and comparing them to the industry standards. The student will notice that the inventory turnover ratio for DHI is below the industry standards reinforcing Peter's belief that there is a possibility of reducing inventory and pulling out money from this source to finance the growth.
The financial statements for the year 2005 do not show the increased leverage position as the reporting year ended in August 2005, i.e. before the buyout deal took place. The students have, however, been informed in the case that the company is currently highly leveraged and as such the option of raising any more debt is out of the question.
Given the situation, the new inventory management system seems to be the way to go. The question now is how to finance the $1.5 million needed for the POS and warehouse reorganization. It is here that the students can look into opportunity of using leasing to get the project rolling. The company can pay for these assets by getting the POS and warehouse equipment on a lease. The financial statements show that the company has a healthy cash flow to pay for the lease expenses.
Peter can suggest that the partners approve the implementation of the new inventory management system and finance the new POS and warehouse equipment through leasing. Once the POS and the warehouse systems are in place the company can start pulling down inventory and use the finances to fuel growth.
Peter may also recommend the partners to look into the option of leasing stores rather than building and owning them. This would also substantially cut down on the cost of adding new stores to the chain.
Other Case Details:
This case is based on field research, which included detailed meetings with key company executives, access to financial and other company data. The name of the company, executives, location and other identifying information and financial data has been disguised on the request of the company to protect confidentiality.
Suggested Student Readings:
Chapter 2, "Accounting Statements and Cash Flow" and Chapter 3, "Financial Planning and Growth". 
